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PREFACE > 


This report is one of a series on costs of handling, processing, and 
storing the major types of domestic tobaccos covered by Federal price support 
programs. The studies were conducted for the Agricultural Stabilization and 
Conservation Service to provide guidelines for setting rates for these functions. 
The average costs presented in these reports also provide individual firms with 
benchmark data for assessing their relative position within the industry. 


The average middate of the various accounting periods covered in the 
surveys was December 1, 1966. 


Processing and storage firms throughout the Southeast cooperated by 
providing accounting records on costs of operating processing and storage 
facilities. Their excellent cooperation made these studies possible. 


The author is also indebted to many individuals in the tobacco industry 


for their constructive advice and counsel during the planning, data collecting, 
and analysis phases of these studies. 


Washington, D.C. 20250 July 1969 
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PROCESSING, STORAGE, AND SELECTED STORAGE SERVICE COSTS FOR FIRE-CURED, 
TYPES 22 AND 23, AND DARK AIR-CURED, TYPES 35 AND 36, TOBACCOS 
IN COMMERCIAL FACILITIES, 1966/67 AND ESTIMATED 1968 


by 


N. A. Wynn, Agricultural Economist 
Marketing Economics Division 
Economic Research Service 


FINDINGS 


This report analyzes the costs of handling, processing, storage, and 
related services in commercial facilities handling fire-cured, types 22 and 
23, and dark air-cured, types 35 and 36, tobaccos during 1966/67 and presents 
estimates for 1968. 


The results are based on accounting records of five firms processing 
fire-cured and dark air-cured, five firms storing fire-cured, and four firms 
storing dark air-cured tobaccos. These processing firms machine redried about 
17.7 million pounds of green-weight tobacco with a redried weight yield of 
better than 88 percent. 


Redrying costs include costs for receiving tobacco into the plant, redrying 
it, packing it into hogsheads, and shipping it out. 

Costs were also developed for tobacco storage and storage services. 
Services included in this report are innage, outage, sampling, reweighing and 
restoring, and reweighing while performing other services. 


The 1966/67 labor costs were updated to reflect minimum wage changes 
effective February 1, 1968, and changes in other variable costs as of January 
1968. (See Methodology.) 


Average survey period cost for machine redrying dark air-cured and fire- 
cured tobaccos was $5.77. When updated to 1968, this cost increased to $6.43. 


Storage costs were computed on the volume stored during the survey period. 
Warehouses storing fire-cured tobacco used an average of 82 percent of storage 
capacity during the survey period. At this rate of utilization, the average 
survey period cost was 40.50 cents per hogshead per month, while the 1968 
estimate was 41.87 cents. Fire-cured tobacco hogsheads weigh an average of 
1,605 pounds, gross, with 1,425 pounds of tobacco. Warehouses storing dark 
air-cured tobacco averaged using 87 percent of storage capacity during the 
survey period. At this rate of utilization, the 1966/67 cost averaged 34.15 
cents per hogshead per month and the 1968 cost was 35.59 cents. Estimated 


storage costs by percentage of capacity utilized are illustrated in tables 4 
and 5 for fire-cured and dark air-cured tobaccos, respectively. 


Storage service costs for fire-cured include innage at $2.16 for the 
survey period and $2.36 when estimated for 1968. For outage, these costs were 
$2.00 and $2.19 for these periods. Costs for sampling, the most expensive 
service performed in the storage operation, amounted to $20.79 per hogshead for 
the survey period. When estimated for 1968 this cost averaged $22.93 per hogs- 
head. Other services utilized by the industry in volume include reweighing. 
During the survey period, the cost to reweigh and restore a hogshead of tobacco 
was $3.18. This cost was estimated to be $3.39 for 1968. Reweighing a hogshead 
of fire-cured tobacco while performing some other service was $1.45 in 1966/67 
and an estimated $1.49 in 1968. 


Storage service costs for dark air-cured include innage at $1.13 for 
1966/67 and $1.27 for 1968. For outage, these costs are $1.05 for the survey 
period and $1.17 for the 1968 estimate. Cost of sampling a hogshead of dark 
air-cured tobacco amounted to $11.48 for the survey period. When estimated for 
1968, this cost averaged $13.02 per hogshead. During 1966/67, the cost to 
reweigh and restore a hogshead of dark air-cured tobacco was $1.30. This was 
estimated to be $1.44 for 1968. Cost for reweighing a hogshead of tobacco 
while performing some other service was 36 cents in 1966/67 and an estimated 
39 cents in 1968. 


Table 1.--Tobacco firms included in sample, volume processed, yield, 
hogshead months of storage, and selected services performed, 1966/67 


: Number : : : Yield or 


tee sof firms: ae : vopane sutilization 
: 3 : Percent 
Machine redrying «..<<..s.e..¢ 5 1,000 thse Uf 27651 88.36 
Storage: : : : 
Fire-cured, types 22 and 23: 2) : Hogshead : 
: :month 2/ $250552) 82.00 
Dark air-cured, types 35 : : : 
ATG OG. ty ce ceresa& dewey aaa ae. a : 4 :Hogshead : 
‘ :month 2/ : 488,420 86.76 
Services: : : 4 
Fire-cured, types 22 and 23: : : 
TONACE: sti wsdedecenes ome : 5 : Hogshead ‘ 5,628 --- 
OUR ECG 34. sation Sana aaa s 5 : Hogshead : 4,970 --- 
Samp UTE -ptevereasecs aisce eee ars : 2 : Hogshead ; 1,650 --- 
Dark air-cured, types 35 : : : 
and 36 ° e ° 
DAMA SC) ss ws ae woe aaa wm cose ars 7 4 :Hogshead 8,439 --- 
ELE OTs res aw Severe le epee : 4 :Hogshead 125,508 --- 
San Lay os weet eee ees 4 :Hogshead 1,159 --- 


1/ Green weight. 


2/ Units of hogsheads times the months each was counted as being stored. 
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Table 3.--Fire-cured, types 22 and 23, tobacco storage costs per hogshead per 
month by average percentage of capacity utilized, 1966/67 and estimated 1968 


Percentage of capacity : 1966/67 * Estimated 1968 

: Dollars Dollars 
DO! tag. die Sacer) gig ee S'S ae eee ges wie eee eles Ocs32L 0.3433 
Sy ace -dhajaraite eee aa ack Sot San aaa AE RoE ~ 3495 3613 
OU), “cb ede eratala ww wudto es Gus @ eee e aes eae w¥erere Mae - 3690 S04 
Bey. Sted ache eins aie kts a er sie o wee ee eae 3 -3907 -4038 
SO bic eek Miia he Neate em enews c4151 4291 
Viel ecg AG. ce ose uk genie eee aontais Bin eo alee Eee ee -44.28 NeW LF) 
LUD: Baiavm etedeS Bio Betas cas dou waese eee eine ase -4744 -4904 
a ek adie, bgiiy seleaul wes ire eGase e wiaene la B58 ee ere GE euce -9 109 50251 
Get Sams feels se Se cai acca Nena esa eatiel >, mapas een 25535 pall 
VD: «tri alural ui Wowie. wid abe taiane by aR a atta aera atels sve wes : - 6038 -6241 
DO deere da catueead da eoKeer eae ae Raw : - 6642 - 6866 


Table 4.--Dark air-cured, types 35 and 36, tobacco storage costs per hogshead 
per month by average percentage of capacity utilized, 1966/67 and estimated 1968 


Percentage of capacity : 1966/67 * Estimated 1968 
: Dollars Dollars 
LOG? tahavewneidee nad entails enareaea wars : 0.2962 0.3087 
OG: ek grease aarp ig ie nin acs Marna oie cee Swe ely 3249 
OO) cctuGnenasis ires wien es eco waaes : 3201 - 3430 
OD qemu netctee eer seep easete sce sceae : 3484 3631 
SN ae Mien aed ids See Gal aplasia nia ES 23702 . 3858 
[aera er ere tee ee Ceres a 3949 4116 
GT He hinthe Seve att Shirai wantaeee as iin 4231 4410 
BD: dace eo ities as Wiad Der nara aes 4556 4749 
OO Sea trenanrs Mercere Crema snmiaew an ake Sars 4936 5145 
Os Wows see eda a Oars ace haere Vinee pera aes 5385 5612 
BU Se wialaeoene ci eee Metta Gate alte trans age: 5924 6174 


Table 5.--Standardized fixed costs per hundredweight for machine redrying 
and packing dark air-cured and fire-cured tobaccos, 1966/67 1/ 


Item : 1966/67 cost 

: Dollars 

Depreciation: ; 
REGUGIETS Scie ois ore oe ene wile srenee 6 os wis eraeSere : 0.0806 
PRUE CUTE S Gps se arate or etre fo) ev al aiid orate yaya tars =e 1483 
BOULET. Gece uiet vie oe cs a lelw crave’ seo eee oe es .0158 
faci ah Op 4a chiang ob mat: Qe eer ear oar Kae eee oe ae aa : .0071 
SG@aLGs ohare a oe ei ealei eo areata rare thew erate erase .-0060 
OGal Vey COMET OL rere ale elects eee atele sleisisie -0010 
Office equipment and furniture ...... : -0095 
NUE Sua teee ai eee ercis foe oe aed 20e a eenetet eens : f0296 
RUCK SG. ae ca 4 60s 04 pause als ecw elesiess Serre -0268 
ROmkt1 BCS anG pLCKUDS “42% ws «sew sc ee 20339 
SEOGKEOOU cae cic 4 = 6.d.6 015s eh Soot a giercr sharers : .0058 
SOMME QUa PIER Cs sce ainre ata) ese sroie = aie cia eusle .0022 
OCCT cern cyelareteretste oe 40 ase Wats ab sia ai else @.s : s0037 
and eoe eerste dee oes os 6u ott. s tee hen os -0186 
MPSS ine ew ia ee clave tess) ecieas tenes erasetecenauetens aS Pe fas el | 
PMSUTOENCE 5 sais cre eo oo o0lé0e 0 sacle sessile ae 0933 
aS sae oye ie ae orale oi eieee) eaneaaienaieieuneie deoreuacare 2 -0443 
Decenseyand bond ~ tue... cesia coo bseestet -O011 
hease- and. tentale aes. ssa eee enw s so ree 70535 
Total ET KEG. iCOSES, sa ess ansae sioctve saws ~7794 


1/ Costs given for redried weight. 


Table 6.--Variable costs per hundredweight for machine redrying and 
packing dark air-cured and fire-cured tobaccos, 1966/67 and estimated 1968 ay 


$ Cost 
nese 1966/67 * Estimated 1968 2/ 

: Dollars Dollars 

Salaries: : 
HMOCCULIVG wan cgas cure Seals o Hh se oreo oe : 0.3276 O.3056 
SUperiit CnGenl’ o.4 eat oew ute G ewe ee els ae o2a ty 22749 
Foremen, engineers, mechanics ....... : - 2007 w2209 
CLEGIGAl 22444060 5.ob~eseins ooep eens tears 2634 e205 

OQgalLty COnerol) occ sea ws secede soi cave’ "<= at 

Wages: 3 
Dravyace and’ shippine 914.5 asus. seuss rg BPs e309 
RECELVINS we du bc suesince Hashes oes ¢ Se Se eice : 22399 4152 
RECrYiNG. <c.ne be ddinw ed ee baG Rese wees oes P20 js PA a) 
PACkKIic cowards Se toa ea See ee woe eke ma Nis) 4972 
COOPSRING -4 ccc 55-9 adi s.wa te erbvaw eshte ae aw wie : -0850 0955 
MaPRECTIANCE? py UU geass abcd mctnetie aun acaiele 31750 22042 
DELIPCLES 4 pat ats wae ee eek une eek ares «2149 22199 
OELTCe Supplies. 6 ba sw ba Mead ee aw aie -0946 0980 
Repalre and maintenance s.2i4<<8 so s0e62 - L690 Le oe 
HoPakead MALLETT al’ paisa ways aes cee oaths 2007 -6185 
OGher operating expenses .0s5 2 sess secant Z2003 - 2603 
COR eS ts ps.iss oye oe bake Dae alors A eee ee 0858 s0971 
TRUCKING “CORE Wis waan sales oises ye cies s wanes : woe? 1578 
TOtAL Variable, COSES ~.c<xcks se aaes 4.9885 5.6474 


1/ Costs given for redried weight. 

2/ Wage costs were updated to reflect 1968 minimum wages. Salaries were 
updated to refiect 2 years' change from survey period. Other costs were updated 
to reflect price changes to January 1968. 
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METHODOLOGY 


Firms Surveyed 


All firms contracting with Commodity Credit Corporation to handle, process 
and/or store loan tobacco were contacted in this study. This procedure was 
developed in consultation with the Statistical Reporting Service, U.S. Depart- 
ment of Agriculture. 


Cost and other data were obtained from each plant by an economist or an 
auditor assigned to the Economic Research Service from other USDA agencies. 
The cost data and related volumes for each service performed were summarized 
and tabulated by plant, type of facility, and area, according to the plan 
outlined below. 


Depreciation and Interest 


To minimize the effects on cost of variations among plants in depreciation 
allowances and interest on investment, data were summarized using standardized 
rates. 


The following depreciation allowances were used for buildings and equipment: 


Item ; Rate : Years ; eavaee 
; : ; value 
: Percent Number Percent 
Tobacco storage warehouse ......... : 4 23 -- 
BititS SNe a aise + i oles w sielacoceas se wee : 5 20 -- 
ROG yiet ern ans ota ee sad) pine Sere faerie 6 2/3 15 -- 
DMIGESMLUS “EQULPMEME —s.cissete oo oe! snes o's : 10 10 -- 
BOwUGT. geste 6 Ven seis 06 esl ese Mewes : 5 20 -- 
PLANO PGES S + a5 aes 0 wale sie ok «slag, «ace : 5 20 -- 
Scales ey ice.as ir ror ee eee eee ree : 5 20 -- 
UAC ICS Glereceicieisnaterele oistelsusisrsiere ts iota saata teas 20 5 -- 
SIGE ONG \e:c0s, 6 es <lans We Has Sais was e se cers 20 5 -- 
Office equipment and furniture ....: 10 10 -- 
RULOS beats seis ae sees He rece ree zs 25 4 20 
Oreo Ua hS) aca Ye et eiasteas cam. vv) Siero neta ne aes 25 4 20 
AIRC ICS coyeco ieee cugc are Sy Si aioe tears Gaus ater 8 fax Ste, ue ote : 25 4 20 
SEOC KOO. citar cutee cinuiuete ara ei cieie, ausre ve eee ee 10 10 -- 
SHOP EqUDpTeNt. 4.56 69 o.0c:0% ese wos ove ~ 10 10 -- 
ee CCUM MOI tate aya eta Say aus’ 0 i'n Oap- ewe 5 20 -- 


Interest was allowed at 7 percent on the average investment in buildings 
and equipment. 


Buildings, I = Building sequisition cost x .07 
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a ipment a LSista 
Equipment, I = Equipm ee cost 207 


q = Equipment acquisition cost + salvage value , 07 


Motorized equipment, 5 


Land acquisition cost x .06 


Variable cost, interest at .07 x 1/4 year usage 


Estimated 1968 Costs 
Costs of operating during 1968 were computed as follows: 
Wages.--Increased to $1.60 per hour if $1.40 or less; 


Increased 20 cents per hour if the average was more than $1.40 
for a particulgr job; 


All overtime computed at 1% times the above rates. 
Salaries.--Executive and management salaries were increased 11.1 percent 
to reflect the average rise in management wages from the average date of the 


survey period, December 1, 1966, to December 1, 1968. 


Office workers' salaries were increased 12.5 percent to reflect average 
salary increases of office workers during the same period. 


Other company costs.--FICA. These costs to the company were computed on 
the new rates and maximums effective in 1968--4.4 percent on $7,800 per employee. 


Unemployment compensation--Usual 1968 rates for each State involved were 
used for the tobacco processing and storing firms. 


Workmen's compensation--Rates were obtained from the board setting or 
approving the rates in each State involved. 


Supplies, utilities, etc., were updated to reflect costs in effect during 
January 1968 as reported in the Survey of Current Business, U.S. Department 
of Commerce, Office of Business Economics. 

Method of Allocation 


Tobacco Processing 


No allocation of costs was necessary since redrying costs were separate 
from other costs. 
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Storage and Services 


Fixed costs 


1. Building depreciation: Cost was based on area devoted to tobacco 
storage and total warehouse area as shown on warehouse records. Included as 
tobacco storage area were clearances and aisles as provided for in CCC storage 
contracts plus 2 feet of the main aisle space. The ratio of storage area and 
working area to total area was used as a basis for determining depreciation 
costs allocated directly to storage and services. 


For example, assume that 90 percent of the warehouse was used for storage. 
In this case, 90 percent of the total depreciation was chargeable directly to 
the storage operation. The remaining 10 percent would then be allocated to 
all services including storage based on the volume handled in each function. 


2. Equipment depreciation: Cost for equipment could be identified with 
a particular function or allocated directly. For example, scales were allocated 
directly to weighing. Motorized equipment (autos, trucks, forklifts) was 
allocated according to use. A weighting system was devised using estimates 
from each firm involved and checked with industry people to determine if these 
relative weights were realistic. 


3. Insurance and taxes: Building insurance was allocated to functions 
in the same manner depreciation was in item 1...Insurance on machinery and 
equipment was allocated to functions based on use. 


4. Leases and rentals: Building leases were allocated to functions in 
the same manner as building depreciation in item 1 and leases of equipment 
was allocated in the same manner as equipment depreciation in item 2. 


5. Interest on capital investment: Cost was allocated in same manner as 
costs for leases and rentals. 


Variable costs 


All variable costs except direct labor, machinery repairs, office supplies, 
and hogshead material were allocated on the same basis as building depreciation. 
Direct labor and hogshead materials were allocated according to labor use. 
Machine repairs were allocated according to machine use. Office supplies were 
allocated according to clerical salaries. 


DEFINITION OF TERMS 
Tobacco Processing 
Machine redrying: Receiving tobacco, weighing, segregating, blending, 
plucking, hanging, redrying by redrying machine (some of the tobacco in these 


types is hung in buildings and redried by air), packing into hogsheads, 
coopering, weighing and loading out hogsheads. 
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Storage and Services 


Innage: Receiving hogsheads of tobacco, placing in storage on dunnage, 
and doing paper work necessary for checking bills and entering on books. 


Storage: Maintenance, custodial, and accounting functions necessary during 
storage period. 


Outage: Identifying hogsheads ordered for shipment, removing and loading 
onto transportation equipment, and associated office work. 


Sampling: Identifying hogsheads to be sampled, removing from storage to 
display area, removing casks from tobacco, pulling samples and displaying, 


replacing casks, restoring, and associated office work. 


Reweigh and restore: Identify hogsheads to be weighed, removing from 
storage, reweighing, restoring and associated office work. 


Reweigh while performing other services: Reweighing while hogshead is 


removed from storage for another service. 
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